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KEY ECONOMIC INDICATORS: BERMUDA 


All values in million U.S. $ Exchange Rate: 
unless otherwise indicated U.S. $3 = B.0. $1 


1977/78 1978/79 1979/80 Percent Change 
78/79 - 79/80 





INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 478. 518.2 598. 
Employment 1/ 28,700 28,800 29,669 
Tourists 572,855 551,465 599,145 
Registered Accommodations 9,015 9,048 9,442 
(Number of beds) 
Rate of Occupancy (CY) * T2s 65.6 78. 
Nights Remained (CY) * Se ak 5; 
Estimated Value of Tourism 6175.. $196,9 $244, 
Government Revenues 81. 91.4 105. 
Government Expenditures 78. 85.9 101. 
Surplus 3s 5.5 4. 
Number of Exempt Companies 2/ 3,938 4,627 


MONEY AND PRICES 
Money Supply 3/ 
Public Debt Outstanding 4/ 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 5/ 
Balance of Payments Surplus (CY) * 
(Current Account) 
Export FOB (CY) * 
U.S. Share 
Import FOB (CY) * 
U.S. Share 
* Calendar year 1977, 1978, 1979 
Figures are for August 1, 1978, 1979, 1980. 


Figures are for September 30. 


Figures are for December 31, but do not include U.S. dollars, which circulate freely in 
Bermuda and constitute a major portion of the Colony's money supply. 


Figures are for March 31, the end of the Government of Bermuda's fiscal year. 


Figures include reserves held by the Government of Bermuda, the Bermuda Monetary and the 
island's banks. 





SUMMARY 


Bermuda's economy prospered in 1979 and 1980, with a gross domestic 
product (GDP) for the 1979-80 fiscal year estimated at $598 mil- 
lion, and a per capita income of $10,900--one of the world's high- 
est. With virtually no natural resources, minimal manufacturing 
and an inadequate agricultural production, the well-being of the 
Bermudian economy is dependent on the strength of the island's 

two major industries, tourism and international business. Both 
sectors showed impressive gains in 1979 and 1980. Tourism re- 
bounded from a slump in 1978, with records set in 1979 in terms of 
both arrivals and spending, despite high inflation and an economic 
downturn in the United States, Bermuda's principal market. "Exempt" 
company registrations now number 5,000, with a major contribution 
to both government revenues and national income. With the maturing 
of the island's major exempt industry, Bermuda has established it- 
self as a principal international insurance center. 


Despite the strong performance, Bermuda's economy remains vulner- 
able to outside economic pressures. Inflation and tight credit-- 
on an island which already has a high cost of living--have caused 
some concern. Prices, which had been held in check in previous 
years, have now risen to U.S. levels. 


The island's political stability, well managed government budget, 
negligible unemployment, and favorable reputation as a place to 
both visit and do business, should bode well for the future. The 
strength of Bermuda's economy, however, is keyed to the ability of 
its political and business leaders to continue to adapt to a shift- 
ing international economy and offset the effects of inflation and 
recession imported from abroad. 


For American exporters, Bermuda continues to be a small but lucra- 
tive market, with its sophisticated business community, affluent 


population, and familiarity with American products. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Tourism 


Tourism provides about half of Bermuda's national income, roughly 
65 percent of its foreign exchange, and is the island's largest 

employer. Despite the recent economic recession and a persistent 
high rate of inflation in the United States--the source of nearly 
90 percent of the island's tourists--the Bermuda tourist industry 
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has prospered. A poor performance in early 1978, the result of 
bad weather and international publicity resulting from local riots 
in late 1977, turned into a strong recovery to record levels in 
1979. Tourist arrivals, which had dipped 4 percent to 551,000 in 
1978, rebounded to roughly 600,000 in 1979, a record total. Pre- 
liminary figures for 1980, moreover, indicate another banner year: 
by October 1980, tourist arrivals were running 6.4 percent above 
those for the previous year. 


Among the reasons for the continued strength of the industry in the 
face of a weakened international economy are the island's offshore 
location (and subsequent ability to attract tourists who in better 
years would travel further abroad), the relative success of efforts 
to expand the traditional April-October high season (which could be 
further boosted if the U.S. tax ban on business expense deduction 
for foreign-site conventions is lifted), and Bermuda's traditional 
appeal to relatively affluent travellers and its high percentage 
of repeat business. Furthermore, efforts by the industry and 
Government to broaden Bermuda's tourist base beyond the northeast 
United States have spurred impressive increases in visitors from 
the southern and western United States (particularly since the in- 
auguration of non-stop airline service to Atlanta in July 1980) and 
Canada and Europe. 


International Business 


Bermuda's lenient tax regime, political stability, a first rate 
communications network, and comprehensive support services continue 
to attract international firms to the island. Nearly 5,000 "ex- 
empted" international corporations, partnerships, and "permit" 
companies were registered in Bermuda by mid-1980, with a contribu- 
tion to GDP second only to tourism. 


An exempt company is a company registered in Bermuda whose substan- 
tive operations must be conducted elsewhere and does not have to 
comply with certain requirements of Bermudian law. Bermuda law 
stringently protects the privacy and almost always the ownership 

of such firms; therefore, very little statistical data is compiled 
on exempt companies. The Government of Bermuda has estimated that 
international business provided foreign exchange earnings of ap- 
proximately $100 million in 1979. The island's largest bank, how- 
ever, puts.that figure as high as $190 million, taking into con- 
sideration much of the foreign exchange earnings of Bermuda's banks 
as well as revenue from legal, accounting, and computer services 
provided to registered companies with no physical presence on the 
island. 
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International insurance is the largest single exempt industry in 
Bermuda, followed by shipping, trade management, and private in- 
vestment trusts. Of the 5,000 exempt companies registered in Ber- 
muda, roughly 1,000 are insurance companies (up from slightly over 
300 in 1974), of which 30 to 40 are full-scope enterprises compris- 
ing the bulk of the Bermuda market. The others are largely "pure" 
captives, association captives (formed jointly by a group of com- 
panies from the same industry to solve some of their common insur- 
ance problems), or "closed pool" firms (a group of captives insur- 
ing only each. other's risks). Many of these firms are managed by 
one of the island's two largest law firms, or by the Bermuda office 
of major insurance brokers. Approximately 80 percent of Bermuda's 
1,000 international insurance companies are American owned. 


Growth in the offshore insurance industry is likely. The number 

of captive firms is expected to grow at a reduced rate, given the 
competition from other locations and the fact that many of the com- 
panies whose insurance bill makes the establishment of a captive 
worthwhile have already done so. Perhaps more important is the 
continued "maturing" of the market, with an expanded ability among 
the major companies based in Bermuda to offer a full range of ser- 
vices, especially reinsurance and retrocession. The growing so- 
phistication of the insurance sector is reflected in the number of 
firms now maintaining their own staffs of actuaries, underwriters, 
attorneys, and accountants. Several Bermuda captives now show 
policy holder surpluses of over $50 million, making them good-sized 
firms by U.S. standards. 


Money, Banking, and Finance 


Bermuda's money supply growth has slowed in the last two years, 
expanding in 1979 by only ten percent--or less than the rate of 
inflation. The Bermuda Monetary Authority ascribes the contraction 
to inflation-induced shrinkage of savings capacity and the appeal 
of higher yielding forms of investment abroad. (Interest rates in 
Bermuda are frozen by law.) Indeed, during 1979 the demand for 
Bermuda dollars outstripped supply, with a particularly well- 
publicized shortage of funds available for home mortgages. The 
result has been some dampening of the booming construction industry 
--where expansion has centered on new office space in Hamilton, and 
some squeeze on cash flow in the business sector, which has been 
further aggravated by rising import costs due to inflation abroad. 


The dual circulation of Bermuda and U.S. dollars on the local econ- 
omy is an asset for U.S. tourist-based businesses, but hinders the 
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Government's effective control of monetary policies. No reliable 
figures of the circulation of U.S. currency are available, but 

the export of U.S. currency by Bermuda's banks greatly expanded in 
1979, an indication, no doubt, of the buoyancy of the tourist in- 
dustry. The link with the American monetary system and the de- 
pendence of the Bermudian economy on imports from the United 
States makes Bermuda particularly susceptible to problems of the 
domestic U.S. economy. Prices, which showed relatively modest 
rises well below U.S. and world levels in 1977 and 1978, rose 
sharply in 1979, with a year-end rate of inflation of 13.3 percent 
(climbing still further to 14.7 percent for the 12 months ending 
September 30, 1980). . 


Employment and Wages 


Bermuda has only minimal unemployment, but in an economy where an 
estimated 65 percent of all jobs are at least indirectly related 
to tourism, the winter off-season often poses a problem. Employ- 
ment and income levels drop as several hotels generally close for 
the winter months, while the others show occupancy rates that 
average no more than 40 to 50 percent for the January-March period. 


The Bermuda Manpower Survey, published in November 1980, showed 
the total number employed at 20,669, an increase of 1,393, or 4.9 
percent over the figure from the last survey published 2 years 
before. International companies provided nearly a third of all 
new jobs, while business services and financial institutions pro- 
vided nearly half of the total increase. Although the Bermudian 
Government has systematically sought to upgrade the local labor 
force and reduce the island's dependence on expatriate expertise, 
the growth of exempt companies has also brought with it an in- 
crease in the non-Bermudian labor force. The number of work per- 
mits for expatriates has increased by 12.8 percent (from 4,876 to 
5,478) in the last 2 years. Non-Bermudians make up a total of 18 
percent of the labor force, a figure that has remained more or 
less constant over the last several years. Wage increases in the 
last year have generally kept pace with the rate of inflation. 
Figures for industry settlements with the Bermuda Industrial 
Union, the island's major union, show a first year increase of 
between 10 and 15 percent, with only slightly smaller increases 
in the second year. 


The Public Sector 


The Government of Bermuda has one of the most conservatively man- 
aged budgets in the Western Hemisphere, with surpluses routinely 
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reported even after deductions are made for debt servicing. Ex- 
penditures which have risen steadily since internal self-government 
was attained in 1968 have been met by ever increasing receipts, 
particularly from customs duties, the source of nearly half of the 
Government's revenue. Other major sources of income are an employ- 
ment tax, taxes and fees on exempt companies, land taxes, a hotel 
occupancy tax, and a hospital levy. 


In the fiscal year beginning April 1, 1980, spending is projected 
to total $118.6 million: $103.16 million for recurrent expendi- 
tures, and $15.48 million for capital expenditures, including over 
$4 million for the new Stonington Hotel College. 


Public debt, most of it external, has been reduced from some $25 
million in 1975 to $11.24 million by April 1980. That figure will 
drop still further to $4.3 million by the start of the new fiscal 
year, with repayment of a $4.8 million capital development loan 
and a payment of $2 million to the Bank of Nova Scotia made in 
1980. 


Trade and Balance of Payments 


Bermuda is dependent on imports for virtually everything it con- 
sumes, while merchandise exports are negligible (most of the $31.3 
million in exports listed in the table is for reexports of bunker 
fuel and pharmaceuticals). Imports increased by 11 percent in 1979 
to a total of $234 million. Just under half of all imports (48.8 
percent) come from the United States, a slight decrease from a 52.5 
percent market share in 1978. Other major trade partners include 
the United Kingdom (12 percent), Canada (6 percent), and Curacao 
(16 percent, for fuel). 


Despite the lopsided trade picture, Bermuda continues to enjoy a 
favorable balance of payments. The massive trade deficit is more 
than offset by trade in invisibles, primarily tourism. Provisional 
estimates by the Monetary Authority for 1979 show a $31.9 million 
net surplus on the current account, a decline of 4.4 million from 
the surplus the year before. Much of the decrease was due to the 
increase in the cost of imported goods. The rise in the price of 
fuel has been particularly rapid; imports of petroleum and related 
products rose 55.3 percent, from $25.3 million in 1978 to a whopping 
$39.3 million in 1979. 


Foreign exchange reserves, most of it held by the banks rather than 
the Monetary Authority or the Central Government, increased in 1979 
by 19 percent to a total of $147.4 million. 





IMPLICATIONS FOR THE UNITED STATES 


Investment 


With a sound economy, desirable location, and stable political 
environment, Bermuda has never lacked for foreign investment. 
Indeed, Bermudian law strictly controls the inflow of investment 
capital. The Companies Act of 1969 stipulates that all firms 
trading locally must be 60 percent Bermudian owned and managed. 
Exceptions to this requirement have occasionally been granted for 
enterprises requiring sizable capital investment, such as major 
hotels. Bermudian law also prohibits the sale of land to non- 
Bermudians, bans the sale of homes to non-Bermudians unless the 
annual rental value of the property exceeds $12,000 (in the cur- 
rent market, a purchase price in excess of $300,000), and prohibits 
the purchase of condominiums with an annual rental value of less 
than $5,700. 


Other than ownership or equity in several of the largest hotels, 
American investment has been largely concentrated in the exempt 
company sector and personal residential property. Although the 
value of American investment in Bermuda cannot be verified, esti- 
mates place it at roughly 75 percent of total investment from 
abroad. 


Trade 


Lacking industrial resources and capable of supporting only mini- 
mal agriculture, Bermuda must import almost all it consumes. Of 
the island's major trade partners, American business contacts have 
had, traditionally, a strong competitive advantage thanks to Ber- 
muda's geographic proximity, regular travel by Bermudians to the 
United States, and local media exposure to American products. The 
historical reliance on the U.S. market has been further boosted in 
the last year by the rise of the British pound, which has worked 
to the disadvantage of exports from the United Kingdom, Bermuda's 
second greatest source of imports. 


Although not a high-volume export market, Bermuda offers American 
business representatives interested in foreign direct sales or 
agent representation a clientele closely tied to the U.S. market, 
with per capita incomes at slightly higher than U.S. levels. 


The island's highly sophisticated local business community is well 
established, dependable, and fully backed by a reliable financial 
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and communications infrastructure. American products in Bermuda 
are best promoted through local merchants, who have proven ex- 
tremely loyal in commercial relationships. many Bermudian busi- 
nesspeople have dealt with the same U.S. supplier for decades, 
even generations. 


Information on trade and investment contacts in Bermuda is avail- 
able from the U.S. Consulate General, Vallis Building, Par-la-Ville 
Road, Hamilton. Telephone: (809) 295-1342. Mailing address: 
Economic/Commercial Officer, U.S. Consulate General, F.P.O. New 
York, NY 09560. 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/382 
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